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THE EFFECT OF A TARIFF ON PRODUCTION. 

In a paper entitled "Some Theoretical Possibilities of a 
Protective Tariff," which was read at the fourteenth annual 
meeting of the American Economic Association, Professor 
T. N. Carver laid down three main propositions, the third 
of which is: "A protective tariff may be so framed as to 
attract labor and capital from the less productive into the 
more productive industries, judged from the standpoint of 
the community rather than that of the individual business 
man." Later, in discussing this proposition, the author 
declares that a rise in the price of wool — an industry which 
requires much land and but little labor — might, by causing 
more land to be used for sheep-walks and turning out men 
from their former employments, be contrary to the interests 
of the community. "Less wealth would be produced either 
for consumption or for international trade." It is true 
that such a rise in the price of wool might, while it causes 
an increase in rent, also cause a decrease in wages. Pro- 
fessor Carver supposes that under the operation of the laws 
of free and perfect competition the loss in wages might 
sometimes be greater than the gain in rent, and that thus 
there might be a decrease in total product. It can be shown, 
however, that such will never happen, at least in those in- 
dustries where the usual law of diminishing returns applies 
to each of the factors of production. 

Professor Clark has shown that, under perfect compe- 
tition, wages will be the same in each industry for the same 
amount and grade of labor, and will equal the marginal 
product of that labor. Let us include with Professor 
Clark the other elements of production than labor, under 
the head of capital. Consider two industries, M and M 1 , 
in each of which a certain amount of capital is supposed 
fixed. The decreasing productivity of successive units of 
labor applied to these amounts of capital is indicated by the 
downward curves. 
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In industry M the surface A B C D represents the earn- 
ings of labor, C D E the earnings of capital. Wages being 
the same in each industry, B C equals BH} 1 . Now any 
transfer of labor from one industry to the other will re- 
sult in a decrease of total product; for a unit of labor taken 
from industry M and applied to industry M 1 will cause a 
loss of value corresponding to C B F G in the one industry 
and a gain of OB'F'G 1 in the other. Now the law of dimin- 
ishing returns to labor being supposed to apply to each in- 
dustry, F'G 1 is less than B'C 1 , while F G is greater than B C. 
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CWFG 1 is thus less than C B F G, the bases of these 
figures being equal, corresponding to the labor transferred. 
This means that the transfer of labor results in a loss of 
total product. One of the conditions, then, of a maximum 
product is that marginal labor returns, or wages, should be 
the same in each industry. The same applies of course to 
the rewards for each of the other factors of production. 

Now suppose an increase in the value of wool. If there 
is no transfer of labor and capital, there will be an increase 
of value in the total product because of this increase 
in the value of wool. Without a transfer of labor and 
capital there will not, however, be equal wages and in- 
terest in the different industries. But, as we have seen 
above, in order to have a maximum total product, such 
transfers must be made as will bring about equal wages and 
equal interest in the different industries. Such transfers 
will therefore result in a still greater increase of total prod- 
uct, and the conclusion that "less wealth would be produced 
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either for consumption or for international trade" is an 
unwarranted one. 

The third proposition of Professor Carver may be amended, 
however, so as to be a true one, namely: A protective tariff 
may be so framed as to increase the national income, this 
national income being the sum of the incomes of the citi- 
zens of the nation, less taxes, plus the income of the gov- 
ernment. If, for example, to make use of a principle an- 
nounced in Professor Carver's first main proposition, the 
government lay a duty on an article of importation the de- 
mand for which is elastic, while the supply is inelastic, most 
of the duty will be paid by the foreigner. The gain to the 
government treasury from the tariff will be more than the 
loss which the people will experience because of the slightly 
increased price. 

Similarly, a schedule of export duties may be so laid 
as to increase the national income. Such an export duty 
would fall on articles for which the foreign demand is inelas- 
tic and the home supply of which is comparatively elastic. 

For this country, cotton would form an admirable object 
of export duties. A high per cent, of the supply of the world 
is made here. The demand is highly inelastic, as the prices 
in the Civil War or even those of recent months prove. 
About two-thirds of the crop is exported. An export duty 
on cotton would be paid in large part by the foreign pur- 
chaser, and it would cause a decided increase in the national 
income. 

Such considerations are entirely speculative, for our Con- 
stitution forbids export duties. It is an interesting fact 
that one of the comparatively few respects in which the 
constitution of the Confederate States differed from that 
of the United States was that the former constitution al- 
lowed an export duty, two-thirds of each house consent- 
ing. Had not the blockade been so effective, this might 
undoubtedly have been a source of large revenue to the 

Confederacy. 
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